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AMERICAN INSTITUTE OF ACCOUNTANTS 


ANNUAL MEETING OF INSTITUTE 

In the July issue of the Bulletin all 
those planning to attend the annual 
meeting of the Institute, to be held at 
Dallas, October 19th to 22nd, were ad- 
vised to make reservations as soon as 
possible. The committee on meetings re- 
quests that members make reservations 
through the committee rather than by 
direct correspondence with the hotel. 
With a circular letter to the membership, 
the committee is enclosing a question- 
naire on which the accommodations de- 
sired can be indicated. 


LarGE ATTENDANCE URGED 

In this letter, a large attendance at the 
meeting is urged and each member and 
associate is asked to notify the committee 
whether or not he intends to be present. 
The principal reasons for this request are 
given as follows: 

“1. October is expected to be the banner 
month of the Texas centennial celebration 
period and hotel accommodations will be in 
great demand. Although an adequate num- 
ber of rooms at the Baker hotel to accom- 
modate an estimated maximum attendance 
has been reserved, it is, nevertheless, very 
important that your committee ascertain as 
soon as possible the approximate number that 
plan to attend. 

“2. It appears reasonably certain that the 
American Institute of Accountants and the 
American Society of Certified Public Ac- 
countants will be merged at the Dallas meet- 
ing, thus greatly increasing the attendance 
and the demand for hotel accommodations. 
History will be made at the Dallas meeting 
and you will surely want to be there.” 


The most recent information on ac- 
ecommodations which will be available at 
the Baker hotel is as follows: 

Double rooms with twin beds and bath— 
$6.00 a day. 

Single rooms with bath—$3.00, $3.50, $4.00 
and $5.00 a day. 

— suites (two persons)—$12.00 a 

y. 

— suites (three persons )}—$14.00 a 

y. 

Registration fees have been fixed at 
$8.00 each for members, associates and 


male guests and $6.00 each for ladies. 
The registration fees include the banquet 
and other entertainment, except the golf 
and tennis tournaments, for which en- 
trance fees will be charged those partici- 
pating. 
ADDRESSES 

Since publication of the last Bulletin, 
Norman L. McLaren, of San Francisco, 
has accepted an invitation to speak at the 
meeting on the subject, ‘‘Tax manage- 
ment under the revenue act of 1936.’’ 
Mr. McLaren is a partner of McLaren, 
Goode & Co. He was chairman of the 
committee on federal legislation during 
the year 1933-1934 and is now a vice- 
president of the Institute. Victor H. 
Stempf, of New York, partner of Touche, 
Niven & Co. and chairman of the Insti- 
tute’s committee on federal taxation, will 
speak on the subject, ‘‘ Advantages and 
disadvantages of consolidated state- 
ments.’? As was announced earlier, 
Henry H. Heimann, of New York, execu- 
tive manager of the National Association 
of Credit Men, has agreed to make an 
address on a subject which has not yet 
been selected. There will be five ad- 
dresses in all, three on Tuesday, October 
20th, and two on Thursday, October 
22nd. 

RouUND-TABLE DISCUSSION 

Round-table discussions of timely sub- 
jects will be held on October 21st and 
22nd. Arrangements have been made for 
discussion of the following topies: ‘‘ Ac- 
counting problems of the oil and gas 
industry,’’ led by N. O. Richardson, of 
Beaumont; ‘‘The Institute bulletin, Ez- 
amination of Financial Statements by 
Independent Public Accountants,’’ led 
by Dwight Williams, of Oklahoma City ; 
‘*To what extent is reinvestment of earn- 
ings compulsory and what are the results 
of failing to recognize these require- 
ments,’’ led by A. S. Fedde, of New 
York; ‘‘S. E. C. forms and requirements 
relating to accounting,’’ led by C. Au- 
brey Smith, of Austin ; ‘Training of cer- 
tified public accountants,’’ leader to be 
announced; ‘‘ Variation in requirements 
as between industries for fixed and work- 
ing capital,’’ leader to be announced. 
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TRANSPORTATION 

Facilities for transportation to and 
from the annual meeting were announced 
in the Bulletin for July. Special rates 
due to the Texas centennial celebration 
will be available from all portions of the 
United States and will result in approx- 
imately the same saving as ‘‘convention 
rates,’’ which were allowed in other 
years but have now been discontinued. 
The committee on meetings has an- 
nounced the following first class, round 
trip, thirty-day limit fares (Pullman 
fares additional) from 22 key cities to 
Dallas: 


Atlanta $33.55 
Birmingham 26.90 
Boston 79.35 
Buffalo 61.85 
Chattanooga ......................... 31.30 
Chicago 38.20 
Cincinnati 38.75 
Cleveland 54.05 
Denver 33.35 
Detroit 52.50 
El Paso 25.90 
Indianapolis .....................- 96.76 
Kansas City 19.80 
Los Angeles 70.45 
Montgomery 30.80 
Nashville 28.30 
New Orleans ......................... 20.85 
New York 67.25 
Philadelphia 61.85 
St. Louis 26.70 
San Francisco ................... 
Washington 56.05 
ANNUAL MEETING OF DOMINION 
ASSOCIATION 


The annual meeting of the Dominion 
Association of Chartered Accountants 
will be held at Toronto, August 24th to 
27th. The American Institute of Ac- 
countants will be officially represented 
by Charles B. Couchman, of New York, 
past president, and by John L. Carey, 
secretary. 

There will be three technical ad- 
dresses, one of which will be delivered 
by George R. Freeman, of London, for- 
mer president of the Institute of Char- 
tered Accountants in England and 
Wales. Mr. Couchman will speak at a 
luncheon to be held on August 27th. 


“ONE NATIONAL ORGANIZATION" 


A majority of the members of the 
Institute has voted in favor of the mer- 
ger with the American Society of Certi- 
fied Public Accountants in response to 
a questionnaire submitted to the member- 
ship under date of June 30, 1936. Of a 
total of 2,184 members, 1,212 have voted 
in the affirmative and 205 in the nega- 
tive, as this Bulletin goes to press. 


Informal advices from the American 
Society indicate that a majority of its 
members also have approved the merger. 
The executive committees of both bodies, 
therefore, plan to take the steps neces- 
sary to give effect to the proposals for 
which the memberships have voted. 


AMENDMENTS TO By-Laws 


According to the present plan mem- 
bers of the American Society who are 
eligible for admission to the Institute 
under existing requirements will be in- 
vited to become members of the Institute 
at once in order that they may vote at 
the annual meeting of the Institute at 
Dallas. In order that members of the 
Society who do not at present meet the 
technical requirements of the Institute s 
by-laws may be admitted to membership 
in the Institute, it will be necessary to 
adopt an amendment to the by-laws at 
the annual meeting specifically provid- 
ing for their admission. 

In accordance with prior arrange- 
ment it is expected that amendments to 
the by-laws will also be presented deal- 
ing with the proposed change of name 
of the Institute to ‘‘ American Institute 
of Certified Public Accountants’’ and 
with a proposal that members in the sev- 
eral geographical regions be given full 
control over the nomination and election 
of members of council from such regions. 


While many members of the Institute 
have agreed that these two questions 
should be submitted to the entire mem- 
bership for a mail ballot and have 
pledged themselves to vote for such 
submission at the annual meeting at Dal- 
las, no member has bound himself fin- 
ally to vote in the mail ballot either for 
or against either of the two proposals. 
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In a letter to the membership dated 
July 30th, Robert H. Montgomery, presi- 
dent of the Institute, explained that any 
member could vote in favor of submit- 
ting these proposals for a referendum 
by mail but later vote against the amend- 
ments in the referendum itself. The re- 
verse would be equally true. 

Socrery To Meet at DaLLas 

The annual meeting of the American 
Society of Certified Public Accountants, 
which was to have been held at Minne- 
apolis, September 14th to 17th, will 
be held at Fort Worth on October 17th 
and 18th, with headquarters at the 
Blackstone hotel. Those in attendance 
will participate in the Institute meeting 
beginning October 19th. The announce- 
ment of altered plans was accompanied 
by a statement that ‘‘this change was 
deemed advisable in view of the pre- 
ponderance of affirmative votes already 
received by both the Institute and the 
Society on the question of consolida- 
tion.’ 

In view of this action the Institute’s 
committee on meetings now estimates 
the attendance at the Dallas meeting at 
about 500. 


STOCKHOLDERS’ PARTICIPATION 
IN PROFITS 


The Institute has recently received 
copies of the first two of a series of stud- 
ies of stockholders’ participation in prof- 
its, by W. H. S. Stevens, adjunct pro- 
fessor of finance, graduate school, Amer- 
ican University, Washington, under a 
grant-in-aid from the Social Science Re- 
search Council. A limited number of re- 
prints of these papers are available to 
members who may be interested. They 
may be obtained by direct communica- 
tion with Professor Stevens. 

The first of the series appeared in the 
Columbia Law Review under the title, 
‘Rights’ of non-cumulative preferred 
stockholders.’’ The second, which was 
published in the Georgetown Law Jour- 
nal, was entitled ‘‘The discretion of di- 
rectors in the distribution of non-cumu- 
lative preferred dividends.’’ Papers 
dealing with other phases of the subject 
are to be published. 


DEVELOPMENT OF THE INSTITUTE 


A subcommittee of Louisiana members 
of the American Institute of Account- 
ants has been formed, with the approval 
of the president, by John F. Hartmann, 
of New Orleans, member of the special 
committee on development of the Insti- 
tute. The members of the subcommittee 
are Mr. Hartmann, chairman; Leonard 
E. Schenck and Archie M. Smith, of 
New Orleans; and Ralph B. Eglin, of 
Shreveport. 


DEFICIENCY LETTERS ISSUED 
BY S. E. C. 


The attention of the Institute’s special 
committee on codperation with the se- 
curities and exchange commission has 
been directed from time to time to un- 
usual points which have been raised in 
deficiency letters issued by the commis- 
sion in connection with registration 
statements under the securities act and 
the securities exchange act. Some of the 
questions relating to the financial state- 
ments and the auditors’ report thereon 
have an important bearing upon ac- 
counting practice and procedure, and 
merit, in the opinion of the committee, 
careful consideration by the accounting 
profession. 

Variations from what has been con- 
sidered the generally accepted account- 
ing practice of the past, though arising 
in the practice of an individual account- 
ant or firm of accountants, are of im- 
portance in that they may establish pre- 
cedents which affect the practice of the 
accountants as a whole. The committee 
accordingly suggests that members of 
the Institute should refer to it, for con- 
sideration and such action as the com- 
mittee may deem it advisable to take, 
any deficiencies having a bearing on 
what are considered accepted accounting 
practices or procedures, which arise in 
the filing of statements and reports un- 
der the securities act or the securities 
exchange act. 

The committee recognizes that it will 
not always be practicable to refer a ques- 
tion to it before the question has been 
disposed of with the commission. It is 
suggested, however, that even though the 
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accountant has found it necessary in the 
particular case to accede to the wishes 
of the commission he should bring the 
matter to the attention of the committee 
so that steps can be taken towards hav- 
ing the practice modified in the future 
if such a course should seem advisable. 


THOMAS A. ANDREWS 

The death of Thomas A. Andrews, of 
Jackson, Tenn., a charter member of the 
Institute, occurred on July 9, 1926. Mr. 
Andrews was 70 years old. A partner 
of the Memphis firm of Bolin, Andrews 
& Ivy, he was a certified public account- 
ant of Tennessee and a member of the 
Memphis chapter of the Tennessee So- 
ciety of Certified Public Accountants. 


HOWARD N. BABCOCK 

Howard N. Babcock, of Syracuse, a 
charter member of the Institute, died on 
July 15, 1936, at the age of 74. Mr. 
Babcock had been in retirement since 
1928. He practised public accounting 
on his own account in Syracuse for thirty 
years and during the period from 1904 
to 1909 served by appointment as audi- 
tor of the city of Syracuse. 


HYMAN H. STEINBERG 


The Institute has been informed of 
the recent death of Hyman H. Stein- 
berg, of New York, an associate member 
of the Institute, admitted in 1934. He 
was associated with Reuben R. Robin- 
son & Co. Mr. Steinberg was a grad- 
uate of Northwestern University and 
attended Boston University. He was a 
certified public accountant of Massa- 
chusetts. 


ERRATUM 


In announcing the death of Frederic 
Albert Smith, a charter member of the 
Institute, in the Bulletin for June 15, 
1936, it was stated that Mr. Smith had 
been a member of the board of examin- 
ers of the state of Kansas from its origin 
in 1909 until 1930. This was in error. 
It was the board of examiners of the 
state of Missouri on which Mr. Smith 
served for so many years. 


PUBLIC UTILITY ACCOUNTING 

Recent activities of the special com- 
mittee on public utility accounting il- 
lustrate one of the important features 
of the Institute’s work, the presentation 
of the profession’s views on what con- 
stitutes sound accounting practice and 
the constant effort to have those views 
recognized by regulatory bodies. As 
reported in earlier issues of the Bulletin, 
the special committee has conferred with 
both the securities and exchange com- 
mission and the federal power commis- 
sion regarding uniform systems of ac- 
counts for companies subject to the pub- 
lic-utility-holding-eompany act and the 
federal power act. The following mem- 
orandum, prepared by the committee, 
shows the extent to which its activities 
are reflected in the systems of accounts 
now prescribed for public utilities and 
licensees under the federal power act and 
mutual and subsidiary service companies 
under the holding-company act. 

“CO-OPERATION WITH FEDERAL 
Power CoMMISSION 

“In the July issue of the Bulletin there 
was published a memorandum addressed by 
the special committee on publie utility ac- 


counting to the federal power commission, 


with respect to a uniform system of accounts 
to be prescribed for public utilities and li- 
censees subject to the provisions of the fed- 
eral power act. This system was approved 
and promulgated in final form on June 16, 
1936, to be effective as of January 1, 1937. 
In a number of particulars the commission 
followed the recommendations contained in 
the memorandum submitted by the commit- 
tee. 
“The original draft of the system provided 
for the institution of compulsory ‘straight- 
line’ depreciation. The committee did not 
attempt to discuss the merits or demerits of 
the several recognized methods of deprecia- 
tion accounting but took the position that 
corporate earnings of a regulated industry 
could not equitably be charged with deprecia- 
tion on a basis totally unrelated to that used 
in determining the permitted rates which pro- 
duce such earnings, and that, therefore, the 
introduction of compulsory straight-line de- 
preciation should not be undertaken in ad- 
vance of general acceptance of the method for 


Bulletin of American Institute of Accountants 


rate regulation purposes, not only by state 
commissions but by the courts of final appeal. 
In the final draft the commission merely 
provides that ‘each utility shall record, as at 
the end of each month, the estimated amount 
of depreciation accrued during that month 
on depreciable . . . plant.’ 

“This represents a substantial modification 
of the original provisions and the committee 
is informed that, in effect, it permits each 
company to determine the method of de- 
preciation accounting best suited to its re- 
quirements, subject to approval by the com- 
mission. 

“Another point upon which the committee 
submitted recommendations was with refer- 
ence to the treatment of expenses incurred in 
the rehabilitation of purchased property. The 
original draft provided that expenses of this 
nature should be accounted for in the same 
manner as in the case of property originally 
constructed and owned by the utility; that is, 
by charges to current maintenance expense. 
The revised draft gives effect to the com- 
mittee’s suggestions and provides that ‘if 
property acquired in the purchase of an 
operating unit or system is in such physical 
condition when acquired that it is necessary 
substantially to rehabilitate it in order to 
bring the property up to the standards of the 
utility, the cost of such work, except replace- 
ments, shall be accounted for as a part of the 
purchase price of the property.’ 

“Again, the original draft required a cor- 
poration to record its properties, not at cost 
to itself but at cost to the person first devot- 
ing such property to public service. The 
committee gave as its opinion that there was 
no justification for the inclusion, in a system 
intended primarily to meet the corporate 
needs of utilities, of a provision which forces 
the subject companies to depart from ac- 
cepted accounting principles in the recording 
at the actual cost to them of the properties 
owned. Notwithstanding the representations 
made by the committee, the final draft retains 
these provisions in substantially their orig- 
inal form. In the June issue of the Bulletin 
were printed excerpts from an address by 
the chairman of the special committee before 
the Illinois Society of Certified Public Ac- 
countants, which summarized the views ex- 
pressed by the committee in this regard. 
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“CO-OPERATION wITH S. E. C. 

“The committee has also been conferring 
with the securities and exchange commission 
with reference to uniform systems of ac- 
counts for (1) holding companies, and (2) 
mutual and subsidiary service companies, un- 
der the public-utility-holding-company act of 
1935. With respect to holding companies, 
the conferences have not as yet been con- 
cluded and the committee is continuing its 
discussions with the commission by corre- 
spondence. With respect to mutual and 
subsidiary service companies, however, the 
commission, under date of May 12, 1936, 
adopted a uniform system of accounts effec- 
tive as at August 1, 1936. While this system 
does not involve any major accounting prin- 
ciples, such recommendations as were made 
by the committee were adopted in their en- 
tirety. 

“The original draft of this system provided 
for an extensive functional classification of 
service costs. The committee recommended 
that, initially, the expense accounts be de- 
signed to show only the cost of each general 
class of service furnished by the companies, 
to the extent necessary to secure an equitable 
allocation thereof to the companies served; 
and that the more extensive functional classi- 
fication be deferred until the commission has 
had an opportunity to make a further study 
of this question and determine the practica- 
bility and value of such functional distribu- 
tion. This recommendation was adopted by 
the commission and the system, as approved, 
appears to be free from unnecessary com- 
plexities and burdensome requirements in 
this particular. 

“The public-utility-holding-company act of 
1935 requires that mutual and subsidiary 
service companies render service at cost and 
the opinion of the committee was requested 
as to whether such cost should properly in- 
elude a fair return on the capital furnished 
by associate companies. It was the majority 
opinion of the committee that cost should be 
interpreted to include such fair return; and 
the chairman of the committee personally 
submitted a memorandum in support of that 
position. The system, as promulgated, pro- 
vides that cost shall include ‘such amount as 
properly may be added as compensation for 
the use of capital not otherwise ecompen- 
sated.’ 


| | 
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“The committee desires to record its grati- 
fication at the courteous consideration ac- 
corded its recommendations by the govern- 
mental agencies with which it has conferred. 
Activities of this nature can not fail to be 
of benefit in advancing the prestige of the 
profession and securing recognition of prin- 
ciples of accounting accepted by the profes- 
sion.” 


CAPITAL-STOCK AND EXCESS-PROFITS 
TAXES 


The effect of the revenue act of 1936 
upon the ecapital-stock tax and excess- 
profits tax imposed by the revenue act 
of 1935 is explained in a memorandum 
provided for the information of members 
by the chairman of the Institute’s com- 
mittee on federal taxation, Victor H. 
Stempf, of New York. Capital-stock-tax 
returns for the year ended June 30, 
1936, were due for filing on or before 
July 31, 1936, but it is believed that 
since extensions are authorized by the 
statute, many returns will be filed dur- 
ing August and September. Following 
is the committee’s memorandum: 

“The federal capital-stock tax returns for 
the year ended June 30, 1936, which were due 
for filing on or before July 31, 1936, are 
returns of the tax imposed by the revenne 
act of 1935 (section 105), as amended by the 
revenue act of 1936 (section 401). The latter 
act does not impose any capital-stock tax 
itself, but merely amends section 105 of the 
former act to reduce the tax rate from $1.40 
to $1.00 per $1,000.00 of declared value and 
to make references, where required, to the 
income-tax provisions of the revenue act of 
1936. It should be noted that, as the 1935 
act capital-stock-tax provisions are first ap- 
plicable for the year ended June 30, 1936, 
they were never effective prior to amendment 
by the 1936 act. Accordingly, no tax has 
been, or will be, payable at the rate of $1.40 
per $1,000.00 of declared value. 

“Apart from the ineffective increase in tax 
rate, the capital-stock-tax provisions of the 
1935 act are almost exactly the same as those 
contained in the revenue act of 1934. The 
only difference is the omission of any pro- 
vision corresponding to section 701(3) and 
(4) of the 1934 act, which exempted corpora- 
tions which did not do business during any 


part of the period from the date of enact- 


ment of the 1934 act to June 30, 1934. The 
effect of this omission is to make all corpora- 
tions which carried on business during any 
part of the year ended June 30, 1936, sub- 
ject to the tax, even though they ceased to do 
business prior to the enactment of the 1935 
act (August 30, 1935). It appears also to 
have the effect of making July 1, 1935, the 
date of accrual of the tax payable for the 
year ended June 30, 1936, instead of the 
date of enectment of the act. 
“DECLARED VALUE 

“The 1935 act provides that an entirely 
new declaration of the value of the capital 
stock is to be made in the return for the 
year ended June 30, 1936. As in previous 
acts, the original declared value can not sub- 
sequently be amended. The value of the 
capital stock is to be declared as of the close 
of the corporation’s last income-tax taxable 
year ended prior to July 1, 1936. For ex- 
ample, a corporation which reports its in- 
come for income-tax purposes on a calendar- 


year basis, will declare the value of its capi- _ 


tal stock as at December 31, 1935. 

“A new corporation which has been organ- 
ized during the taxable year ended June 30, 
1936, and has established an accounting 
period (for federal income-tax purposes) 
ended on or prior to June 30, 1936, must 
declare the value of its capital stock as of 
the close of such period. If no such period 
has been established, the value must be de- 
clared as of the date of the organization of 
the corporation. 

“For years subsequent to the year ended 
June 30, 1936, the basis for the capital-stock 
tax is the ‘adjusted declared value,’ computed 
in accordance with the provisions of the 
statute. 

“EXCESS-PROFITS TAX 

“As in the past, a related excess-profits tax 
is imposed by section 106 of the revenue act 
of 1935, as amended by section 402 of the 
revenue act of 1936. The only amendments 
made by the latter act are (1) to remove the 
allowance of federal income tax as a deduc- 
tion in computing net income subject to 
excess-profits tax, but (2) to allow the deduc- 
tion of the ‘dividend received’ credit of 85% 
and (3) to state that the excess-profits tax 
itself is not to be deducted in computing the 
income subject to excess-profits tax. These 
amendments are applicable only to taxable 
years commencing after December 31, 1935. 
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Accordingly, corporations with taxable years 
ending after June 30, 1936, but before De- 
eember 31, 1936, will be permitted to deduct 
the income tax payable for such year from 
their net income in computing the income 
subject to excess-profits tax. Amendments 
(2) and (3) were necessary because the 1936 
revenue act changed the computation of net 
income by (2) making 85% of domestic divi- 
dends received a credit against net income 
instead of a deduction in computing net in- 
come and (3) allowing the excess-profits tax 
as a deduction in computing net income. As 
corporations filing income-tax returns for 
fiscal years ending after June 30, 1936, but 
before December 31, 1936, will file them un- 
der the revenue act of 1934, it was not neces- 
sary that these amendments should be made 
applicable thereto. 

“Tt should be noted that the income subject 
to excess-profits tax, in years governed by the 
revenue act of 1936 (years commencing after 
December 31, 1935) will contain 15% of any 
domestic dividends received, as the credit 
therefor for excess-profits tax is the same as 
for income tax—85%. 

“DETERMINATION OF ORIGINAL DECLARED 

VALUE 

“In the determination of original declared 
value it will be necessary to consider the fol- 
lowing factors: 

“(1) What the corporation’s annual earn- 
ings are likely to be in the current and sub- 
sequent years (since no excess-profits tax will 
be imposed if the adjusted declared value is 
at least ten times the net income subject to 
such tax) ; 

“(2) The effect of the adjustments re- 
quired by section 105 in determining the ad- 
justed declared value for future years, with 
special consideration for the following possi- 
bilities : 

“(a) A large taxable loss for any one year 
would greatly reduce and likewise a large 
taxable income would greatly increase the 
adjusted declared value for future years, 

“(b) The adjusted declared value for fu- 
ture years will tend to be inflated by all 
unallowable deductions as explained above, 
so, if it is believed that these items will be 
relatively large, then serious consideration 
should be given to the effect of this factor, 

“(e) If increase or decrease of capital 
stock is contemplated, the effect of such ad- 
justment should be taken into account; 


“(3) The fact that an abnormally large 
income for any one year will result in a large 
excess-profits tax liability for that year. 


“DEDUCTION OF CAPITAL-STOCK TAX FOR 
FEDERAL INCOME-TAX PURPOSES 

“Although, as indicated above, the capital- 
stock tax for the year ended June 30, 1936, 
accrued on July 1, 1935, it was not known 
until June, 1936, that the rate of tax would 
be $1.00 instead of $1.40. Consequently, a 
deduction has been claimed in income-tax re- 
turns for the year which included July 1, 
1935, of an estimated capital-stock tax based 
on the $1.40 rate. 

“Under the principle that each year stands 
by itself, the reduction in tax rate should 
not affect the deduction of the accrual for 
fiseal years ended on or prior to May 31, 
1936 (since the rate was not reduced until 
June 22, 1936). If the bureau adopts this 
theory (as it did with respect to the 1934 
eapital-stock tax), then the excess accrual 
deducted in the return which contained July 
1, 1935, would constitute taxable income for 
the subsequent taxable year. 

“On the other hand, it is quite probable 
that the bureau will take a practical view of 
this matter, especially since the deduction 
was, in most cases, based on an estimated 
original declared value which might differ 
materially from the amount actually declared, 
and disallow the deduction in excess of the 
tax actually paid in 1936.” 


AMERICAN WOMAN'S SOCIETY 
OF C. P. A's 

The fourth annual meeting of the 
American Woman’s Society of Certified 
Publie Accountants was held at the Con- 
gress hotel, Chicago, on July 25, 1936. 
The society was formed in 1933 to ad- 
vance the interests of women certified 
public accountants. Miss Gertrude B. 
Coogan, of Northwestern University, was 
the principal speaker at the meeting this 
year. Her topic was ‘‘Money creation 
or destruction.’’ 

The following officers were elected for 
the coming year: Mrs. Anne M. Lord, of 
Aurora, Ill, president; Miss H. Claire 
Haines, of Salt Lake City, vice-presi- 
dent; Miss Alma Merkert, of Marion, 
Ind., treasurer; and Miss Mary C. Gil- 
dea, of Chicago, secretary. 
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DECISIONS OF THE S. E. C. 

An examination of published decisions 
of the securities and exchange commis- 
sion in proceedings under the securities 
act of 1933 shows that questions of ac- 
counting procedure are involved in most 
of the cases in which the commission has 
taken exception to items included in reg- 
istration statements. As reported in the 
Bulletin of the Institute for July 15, 
1936, in some eases the commission has 
questioned the procedure of independent 
public accountants in the examination 
and certification of financial statements 
filed as a part of registration statements. 
A compilation of decisions rendered by 
the commission during the period from 
July 2, 1934, to September 3, 1935, may 
be obtained from the government print- 
ing office. 


ADVANTAGES OF NATURAL BUSINESS 
YEAR FOR TAX PURPOSES 

The advantages of adopting a natural 
business year for federal income-tax 
purposes are explained by Commerce 
Clearing House in a recent addition to 
its Federal Tax Service. The same sub- 
ject is also treated in the July issue of 
The Tax Magazine. Following are the 
paragraphs published by Commerce 
Clearing House: 

“FISCAL-YEAR ACCOUNTING PERIOD AND 

TAXABLE YEAR 

“Change to Such Year May Prove Advan- 
tageous.—Many business firms have been im- 
pressed with the advantages of having the 
accounting period end at a time of the year 
when inventories are low and otherwise con- 
ditions are more favorable for an audit than 
at the close of a calendar year but have been 
deterred by the belief that the change would 
be difficult on account of income-tax laws and 
regulations. 

“The revenue act of 1936 provides merely 
that the net income shall be computed upon 
the taxpayer’s accounting period (fiscal or 
calendar year). If a taxpayer changes from 
one accounting period to ancther—from cal- 
endar year to fiscai year, or vice versa, or 
from one fiscal year to another—it is required 
that the net income, with the approval of the 
commissioner of internal revenue, be com- 
puted on the basis of such new accounting 
period. 


“Form 1128 is provided for making an ap- 
plication for change of the accounting period. 
This form must be filed prior to the expira- 
tion of 30 days after the close of the pro- 
posed period for which a return would be 
required to effect the change. The due date 
for the new return is the fifteenth day of the 
third month after the close of the new period. 

“While the treasury department has ruled 
that changes in the taxable year are not 
lightly to be approved, it interprets the in- 
tent of the statute to be that the taxpayer 
shall adopt the accounting period which, in 
view of the character of his business, is most 
serviceable in securing an exact measure of 
annual net income. More than 2,000 changes 
from the calendar-year to the fiscal-year 
basis are reported to have been approved by 
the commissioner during the past twelve 
months. 

“If a taxpayer, with the approval of the 
commissioner, changes the basis of computing 
net income from a calendar year to a fiscal 
year a separate return is required for the 
period between the close of the last calendar 
year for which return was made and the date 
designated as the close of the fiscal year. 

“ADVANTAGES OF FISCAL-YEAR BASIS 

“Whereas the accounting period used by 
most taxpayers is the calendar year, a num- 
ber of taxpayers have found it advantageous 
to adopt fiscal years which closely conform 
to their operating seasons; that is, their natu- 
ral business years. A natural business year 
has been defined as the period of twelve con- 
secutive months which coincides with the 
annual cycle of business activities of an 
enterprise. It usually ends when business 
activities have come to a natural and tem- 
porary pause and when inventories, receiva- 
bles and liabilities are substantially reduced. 
Financial statements as of the end of a 
natural business year reflects the results of a 
complete season of operations and also show 
a concern in its most liquid condition. In 
addition, there are certain advantages to be 
gained from computing net income for tax 
purposes on the basis of a natural business 
year. Among these are the following: 

“(1) In many industries inventories are so 
great a factor that variation of a small per- 
centage in valuation might make the entire 
difference between a profit and a loss for the 
year. Overvaluation of inventory will result 
in overpayment of tax, and such overpay- 


10 


| 
| | 
| 
| 
| 
|_| 


Bulletin of American Institute of Accountants 


ment can never be recovered, even though the 
market should begin to decline on the day 
after the inventory has been valued and a 
subsequent net loss be incurred. The effect 
of such variations diminishes with the size of 
the inventory, and the possibility of over- 
statement of profits in this way is reduced to 
a minimum if accounts are closed at the end 
of a natural business year, when inventories 
have largely been converted into cash. 

“(2) In recent years tax laws have not 
been retroactive to fiscal years ending in the 
year in which the laws became effective. With 
the probability of increasing taxes, taxpayers 
who have been using the calendar year as the 
basis of returns, but are engaged in indus- 
tries where the natural business year ends at 
a date other than December 31, may receive a 
legitimate tax benefit by changing to a fiscal- 
year basis. 

“(3) Under a law which taxes undistrib- 
uted corporate profits, it would be advantage- 
ous to adopt an accounting period which 
closes at a date soon after assets have, to the 
greatest extent possible, been converted into 
eash. Not only would there be less possi- 
bility of overvaluation of assets with conse- 
quent overstatement of taxable profits, but 
profits realized would have been available in 
eash for distribution as dividends, again re- 
ducing tax liability beyond the extent possi- 
ble at another date.” 

Among other recent articles on the 
subject of the natural business year is 
one which appeared in the July issue of 
The Controller, publication of the Con- 
trollers Institute of America. The work 
of the Natural Business Year Council 
is reviewed and The Natural Business 
Year as the Proper Fiscal Period, pub- 
lication of the council, is quoted exten- 
sively. 


STATE BOARD REGISTER 

The first annual register of the 
Georgia state board of accountancy has 
just been issued in compliance with the 
act approved on March 28, 1935, which 
extensively amended the accountancy 
law of the state. The register lists the 
recipients of Georgia C.P.A. certificates, 
giving their certificate numbers and 
their addresses. In addition, the ac- 
countancy law and the rules of the board 
are reproduced. 


“MUNICIPAL ACCOUNTING 
STATEMENTS" 


The National Committee on Municipal 
Accounting has just published a volume 
entitled Municipal Accounting State- 
ments in which the material contained in 
several bulletins issued during the past 
two years is revised and expanded. 

The new publication supersedes the 
following bulletins: Principles of Muni- 
cipal Accounting, Municipal Accounting 
Terminology for State, Municipal and 
Other Local Governments, and Munici- 
pal Funds and Their Balance-sheets. 
There is included much new textual mat- 
ter and a number of forms not previ- 
ously published. 

The American Institute of Account- 
ants participated in the formation of 
the national committee and is represent- 
ed on it by the chairman of the Insti- 
tute’s special committe on governmental 
accounting, Lloyd Morey, of Urbana. 

Acknowledgments are made in Muni- 
cipal Accounting Statements of the as- 
sistance which the national committee 
received, in compiling its study of muni- 
cipal accounting terminology, from the 
work of the Institute’s special commit- 
tee on terminology. 


EDUCATION FOR ACCOUNTANCY 


In reporting on its activities for the 
past fiscal year, the committee on educa- 
tion of the Pennsylvania Institute of 
Certified Public Accountants named the 
following problems with which it is en- 
gaged at present: 

(a) Whether accounting courses are de- 
signed for general students or ac- 
counting students; 

(b) Whether the student specializing in 
accounting courses is expected to take 
few or many courses in finance, law, 
industry or economics; 

(c) The prerequisities for specializing in 
the field of accounting; 

(d) The types and contents of accounting 
courses given in Pennsylvania col- 
leges ; 

(e) The basic methods of teaching ac- 
counting; and 

(f) Methods of making accounting in- 
struction more effective. 
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CO-OPERATION BETWEEN BANKERS 
AND ACCOUNTANTS 

A comprehensive program of codpera- 
tion between the District of Columbia 
Institute of Certified Public Account- 
ants and the local chapter of the Robert 
Morris Associates, calling for a series of 
joint meetings and the exchange of opin- 
ions on problems of mutual interest, has 
been initiated. A joint meeting was held 
on April 21st, as reported in the Bulletin 
of the American Institute of Account- 
ants for May 15th. The principal speaker 
was Alexander Wall, national secretary 
of the Robert Morris Associates. 

Future activities planned by a special 
committee of the District of Columbia 
include the following: 

“Prepare an agenda of topics for discus- 
sion, the data to be obtained from questions 
prepared for use at the initial meeting or 
submitted to either group by the respective 
memberships. 

“Arrange for another joint meeting (with 
no principal speaker) to be devoted to a dis- 
eussion of as many of the topics on the 
agenda as can be reached. 

“Arrange to have members of each group 
address meetings of the other on some perti- 
nent topics. 

“Arrange for members of each group to 
write articles for the publications of the 
other on subjects which are of timely in- 
terest. 

“The committees to carry on constantly 
and be available at all times to promote dis- 
cussion on any thought or idea which will be 
of benefit to either group.” 

To develop material for discussion at 
future meetings the committee of ac- 
countants prepared questions which were 
submitted to members of the two organi- 
zations for answer. These questions and 
answers are as follows: 

Question. The ratio of current assets to 
eurrent liabilities has long been considered 
by credit grantors of paramount importance. 
At the meeting of April 21st Mr. Wall 
showed how the current ratio in certain cases 
might be entirely misleading. It would be 
of interest to accountants to know to what 
extent bankers, in interpreting financial 
statements, are giving weight to other ra- 
tios, such as net worth to debt, net profits to 
net worth, quick assets to current liabilities 


and uet worth to fixed assets, and to what ex- 
tent comparisons of ratios over a period of 
years are made to ascertain trends. 

Answer. By H. H. Hoskinson, vice-presi- 
dent, Riggs National Bank: At the recent 
dinner meeting of the District of Columbia 
Institute of Certified Public Accountants at 
which Mr. Wall was the principal speaker, 
I think he pretty well covered the subject of 
ratio of current assets to current liabilities. 
Mr. Wall also stated that current ratio in 
certain cases might be entirely misleading. 
What Mr. Wall stated is true, but again I 
feel that it depends entirely upon the analy- 
sis made of the financial statement and type 
of business of the concern. 

While the various financial and operating 
ratios used by banks in industrial centers as 
a part of their analysis of large business 
statements are not used to a great extent in 
Washington, nevertheless, I believe that the 
use of certain important ratios is invaluable 
in obtaining a complete analysis. 

The current ratio is, of course, always ob- 
served carefully by the banker as it denotes 
the liquidity of a company’s condition, while 
closely allied with the current ratio is the 
working capital ratio (excess of current as- 
sets over current liabilities) pointing out the 
amount available to carry on operations. A 
shortage of working capital is a common 
cause of business failure and constitutes a 
timely warning signal to the banker. 

Another important ratio is that of inven- 
tory turnover, obtained by dividing the cost 
of goods sold by average inventory. This ra- 
tio, denoting the number of times merchan- 
dise has been sold and replenished during 
the year, forms a reliable guide for the 
banker as to the progress of a business. A 
rapid inventory turnover is a sign of suc- 
cessful, aggressive merchandising, while a 
slow turnover, carrying too heavy an inven- 
tory of obsolete merchandise, is often a con- 
tributing factor to failure. 

The ratio of receivables to sales, obtained 
by dividing receivables by average daily sales, 
is always of interest to the banker, as it in- 
dicates the efficiency or laxity of a com- 
pany’s collection policy. Receivables out- 
standing do not earn anything and form a 
heavy drain on working capital funds, while 
prompt collection of accounts releases work- 
ing capital, enables a concern to take ad- 
vantage of discounts and saves interest costs. 
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The use of these ratios, and others ap- 
propriate to the circumstances, especially if 
employed in conjunction with comparative 
assets and income statements over a reason- 
able period, should give the banker a com- 
plete and accurate picture of the trend of any 
given business. 

Comparison is the best measure of value, 
and it is desirable to secure and examine pre- 
vious statements for comparative purposes. 
A complete analysis, carried out on compara- 
tive lines, will enable sound judgment to be 
formed on such matters as whether a con- 
cern lacks capital, whether there has been 
unwise credit extension to customers, whether 
output has been in reasonable proportion to 
demand, and generally whether financing has 
been satisfactory and management efficient 
and profitable. 

Possibly I may not have specifically an- 
swered your question but I think as a general 
proposition the above will cover. 


Question. It is the belief of many bankers 
that the accountant’s report should include 
an ageing of the accounts receivable. Where 
small engagements are involved, this is feas- 
ible; however, in large engagements, the cost 
to the client is too great. In such instances, 
testing of the company’s ageing is about all 
that is practicable. Are you in accord with 
this? 

Answer. By Thomas J. Groom, vice-presi- 
dent and cashier, Bank of Commerce and 
Savings: The accountant’s certificate and 
comments concerning the audit are most 
important to the banker when analyzing the 
financial statement of a particular concern. 
Generally speaking, the testing of accounts 
receivable to determine the age is not satis- 
factory. In those cases where ageing is not 
practicable, however, testing the age might 
be satisfactory. 

It would seem that it is the duty of the ac- 
countant to satisfy himself that the credit 
policy of the concern whose affairs are being 
audited is sound, and that credit is not ex- 
tended without a definite program of pay- 
ment. He should determine the policy of the 
concern with reference to the age of an ac- 
count as to when it is determined past due, 
or doubtful, and his testing should be com- 
plete enough to satisfy himself that this 
policy has been maintained. Should this 
procedure be followed, I should be entirely 
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satisfied with the testing of the ageing of ac- 
counts receivable, provided the accountant’s 
letter contains a comment concerning ac- 
counts receivable somewhat like this— 

“In my opinion the company maintains a 
sound policy with respect te the extension 
of credit. All accounts receivable over ninety 
days old are transferred from current ac- 
counts receivable to overdue accounts re- 
ceivable. I have made tests of the records 
and am of the opinion that this policy is at 
all times strictly maintained.” 


Question. How do you advocate showing 
on the balance-sheet installment accounts re- 
ceivable maturing in more than one year 
subsequent to the date of such statement? 

Answer. By F. G. Addison, Jr., president, 
Security Savings & Commercial Bank: The 
only practical way is to show these accounts 
receivable as current assets, with a footnote 
explaining the average length of time for 
which installments are made by the seller. 
With this information together with the 
average monthly collections made on the ac- 
counts receivable, a credit man can satisfy 
himself fairly accurately of the quick posi- 
tion of the maker of the statement under 
review. 

The justification of extension of install- 
ment sales of a longer duration than one 
year must lie in the ability of the seller to 
finance these sales either by his own capital 
or long time accommodations, as otherwise 
his ability to take discounts and to maintain 
his record of prompt pay would be seriously 
jeopardized. 


Question. In general, what responsibility 
for inventory should public accountants as- 
sume? 

Answer. By C. Vaughan Darby: This is 
a broad question and has been asked and 
answered in many different ways during the 
last few years. It still remains, however, as 
a problem confronting the credit grantor, 
the one seeking credit, and between the two, 
the accountant. 

There exists such a great variety and size 
of inventories that it seems almost impos- 
sible, as yet, to prescribe any hard and fast 
rule that might be adopted by the accounting 
fraternity. 

In many instances, the specific nature of 
the engagement has considerable influence 
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on the accountant as to what action he might 
take in verifying the item of inventory. In 
general, however, we are rapidly approach- 
ing the time when some definite position on 
inventory verification must be assumed by 
the accountant, as undoubtedly the lack of 
this feature is the weak link in most financial 
statements. 

The federal reserve board’s pamphlet, 
Verification of Financial Statements, reads, 
in part, as follows: 

“The auditor’s responsibility with regard 
to inventories falls naturally into three main 
divisions. 

“(a) Clerical accuracy of computation, 

footings, and recapitulations. 

“(b) Basis of pricing. 

“(e) Quantity, quality, and condition.” 

As to the first two, it would seem that there 
could be no question as to the auditor’s re- 
sponsibility. Item (¢), however, covers a 
much broader field and it may be that the 
accountant would have to call to his as- 
sistance experts for the purpose of evalua- 
tion. 

When inventory quantities can be test- 
checked with a reasonable amount of work 
and where the nature of the inventory is 
such that an auditor does not need technical 
knowledge to count and evaluate it intelli- 
gently, a test verification of quantities 
should be made. It may be important to 
test-check inventory, the turn-over of which 
is slow. The effectiveness of the inventory 
records should be considered and the experi- 
ence of the company as to the shortages 
would also be a factor in determining 
whether the physical count or test-check by 
the auditor is necessary. 

It has been stated that there are three 
major obstacles that stand in the way of 
complete verification of inventory. First, 
whether accountants are competent to super- 
vise inventory taking in all its ramifications. 
Second, the accountant’s responsibility in 
connection with certification as to the cor- 
rectness of the inventory. Third, the limita- 
tion placed on the scope of the audit by the 
client because of cost. 

The responsibility of the accountant for 
inventory certification is a great one and 
much will yet have to be done before the 
accountant will be willing to assume this 
responsibility. 


Much general education is yet needed to 
sell the client on the idea that cost involved 
in inventory verification by the accountant is 
warranted to the extent that he will eventu- 
ally be benefitted in his credit status suffi- 
ciently to justify this outlay of cash. 

This subject is one that should be thor- 
oughly studied and discussed by the state 
societies, that the views and opinions of all 
practising members may be had thereon. 

This procedure would assist the society in 
formulating as definite a position as possible 
on this important subject for the purpose of 
conferring with bankers and credit asso- 
ciates. 


Question. What is the responsibility of 
the certified public accountant to each of the 
following? 

(a) To the client, in the way of giving in- 
formation regarding such client’s af- 
fairs either voluntarily or without the 
proper authorization; 

(b) To the general creditors of a client; 

(c) To the general creditors of a client 
whose affairs are in delicate condi- 
tion. 

Answer. By Goodwin P. Graham: The 
certified public accountant is responsible to 
his client and should give no information to 
any one, whether an interested creditor or a 
disinterested outsider, without proper au- 
thorization from his client. 


Question. What should the credit frater- 
nity expect from the certified public ac- 
eountant under the following circumstances? 

(a) Subsequent to the date of issuance of 
a certified statement the certified pub- 
lie accountant discovers a material 
difference in the net worth; 

(b) Subsequent to the issuance of a 
statement, the certified public account- 
ant receives information that the 
client’s affairs have become involved. 

Answer. By Goodwin P. Graham: (a) 
If the certified public accountant discovers 
facts which would materially affect the net 
worth as of the date of his certified state- 
ment, he should recall such statements and 
make correction, even though this might 
prove embarrassing to the certified public 
accountant. 

(b) If the client’s affairs have become in- 
volved as the result of the transactions, af- 
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fairs or conditions taking place after the is- 
suance of a statement, the certified public 
accountant would not seem obligated to put 
any one on notice that this client’s affairs 
had now become involved. 


Question. (a) Is there any justification 
for an auditor’s placing cash value of life 
insurance under current assets in a balance- 
sheet ? 

(b) In case of a loan made on the policy, 
how should this be shown on the balance- 
sheet ? 

Answer. By L. O. Manley: If, after the 
examination of the facts, the auditor has as- 
certained that the corporation (or other 
firm, as the case may be) is the beneficiary 
named in the policy and that the corpora- 
tion is the potential recipient of the cash 
surrender value of the policy, it appears that 
the presentation of the cash value thereof 
under current assets in the balance-sheet will 
abrogate no well-established principle of ac- 
counting. If the determinations of the audi- 
tor indicate that collateral agreements which 
would affect the rights of the corporation in 
the proceeds of the policy upon the decease 
of the insured or with respect to the cash 
value of the policy are in existence, it might 
lie within the auditor’s prerogative to classify 
the cash value as other assets, or if a more 
conservative course be desired, the item might 
be eliminated from the balance-sheet entirely. 

If the audit examination has disclosed the 
existence of a loan on the policy, the amount 
of such loan should be deducted from the 
eash value of the policy. The cash value in 
excess of the amount loaned may be reflected 
in the current assets in the balance-sheet. 

Answer. By H. C. Anderson: Inasmuch 
as the premiums paid for life insurance are 
not primarily for the purpose of receiving 
the cash surrender value of the insurance 
policy, in my opinion such cash surrender 
value is not a part of the working capital 
and should not be shown as a current asset, 
but as an investment on the balance-sheet 
below the current assets. Accounts receiv- 
able and inventories are current assets be- 
cause they are expected to be reduced to 
eash within a short time in the ordinary 
course of business. This is not true of a 
life insurance policy. The cash surrender 
value should be reduced by any loan made 
on the policy. 
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REVIEW OF PUBLISHED FINANCIAL 
STATEMENTS 

Comment on accounting practices and 
audit procedures is contained in the re- 
port of the Pennsylvania Institute of 
Certified Public Accountants committee 
on accounting terminology and review of 
published financial statements, submitted 
at the annual meeting of the Pennsyl- 
vania Institute at Bedford Springs, 
June 18th to 20th. Among the unusual 
items in statements reviewed which were 
noted by the committee were the fol- 
lowing: 

“1. A balance-sheet headed ‘Balance- 
sheet after giving effect to plan of read- 
justment of capital structure at December 31, 
1935’; but there is no indication in the state- 
ment of what changes were made in the re- 
adjustment. 

“2. One balance-sheet shows that a com- 
pany has a capital surplus with no indication 
of any other kind of surplus, and does not 
refer to the accompanying ‘Analysis of 
capital surplus’, which however, clearly in- 
dicates that nearly one-half of the capital 
surplus came from the income statement for 
the year. The reader is left in doubt as to 
the reason for transfering earnings into 
capital surplus. 

“3. A certificate reading as follows was 
noted: ‘We have prepared the foregoing 
consolidated balance-sheet of the Blank Com- 
pany and subsidiary companies as at blank 
date, in connection with which we used re- 
ports and information furnished us by the 
companies’ accounting officers, but we did 
not make a detailed audit. In our opinion, 
the foregoing consolidated balance-sheet as 
at blank date reflects the financial position 
of the companies as stated by their books, 
records, and accounts.’ It appears from the 
first sentence that no audit was made, and 
the second sentence seems to be a qualifica- 
tion. If it is a fact that no audit was made, 
then it seems that the balance-sheet should 
have stated so in a clear manner and not give 
the uninitiated the impression that it is an 
audited statement. 

“4. We noted a number of cases where 
the long form of certificate was used, and 
as is usual therein, explanations were made 
concerning certain accounts. Few of the ex- 
planations were in the nature of qualifica- 
tions, yet the concluding paragaph states 
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that the balance-sheet is ‘subject to the fore- 
going explanations.’ It would seem better 
that if qualifications are necessary, they be 
clearly stated as such, and the other matter 
of explanatory nature, if important, appear 
in the balance-sheet, and if unimportant, as 
most of it seems to be, omitted entirely. 

“5. The same accountant who prepared 
the statement referred to in item No. 3 also 
prepared a statement the concluding sentence 
in the certificate on which reads—‘In our 
opinion, the annexed balance-sheet conserva- 
tively reflects the consolidated financial con- 
dition of Blank Cempanies as of December 
31, 1935.’ One wonders how conservative 
the company has been, and also wonders, 
since this word does not appear in other cer- 
tificates issued by this firm, whether the 
other clients are not conservative in their 
practices. 

“6. In one balance-sheet, inventories of 
approximately sixteen million dollars are 
stated to be at ‘less than cost or market.’ 
This seems to be a very indefinite expression, 
as it could be quite possible that substantial 
secret reserves are maintained. It appears 
to us that the principal reason for including 
inventories at less than cost is that market 
is below cost, and if this is the case then it 
seems that the usual form of expression 
‘lower of cost or market’ should be used. In 
the concluding paragraph of the 
to the same statement appears ‘.. . 
lated summary of consolidated income gow 
surplus, with the footnote there on, fairly 
present .... ” The footnote referred to 
reads as follows: ‘Depreciation in the 
amount of $—————— has been charged 
against net income for the year in the above 
statement.’ On first reading the footnote, 
it appears to be merely an explanation of 
how much the depreciation provision has 
been, but the reference thereto in the certi- 
ficate seems to give it an importance that 
does not appear in the footnote. If the 
depreciation provision should have been, say, 
five million or possibly only two million dol- 
lars, then it seems that the footnote should 
have indicated this fact, or if no qualifica- 
tion is meant by the reference to the foot- 
note, then the reference should be omitted. 

“7, More than half of the assets of one 
company consists of inventory and fixed as- 
sets, but the basis of valuation is not stated 
in either case. An income statement appears 


in the report, but there is no reconciliation 
between this income statement and the sur- 
plus shown in the balance-sheet. The in- 
come for the year was twice as much as the 
final surplus balance, yet the president’s 
letter says that three dividends were paid 
during the year, which would indicate pay- 
ment of dividends while a deficit existed. The 
company also holds a large block of treasury 
shares which are carried apparently at cost, 
which amounts to three times the surplus 
account. Possibly the least that could be said 
about this situation is that the company was 
ill-advised in paying any dividends. 

“8. One certificate concludes—‘The results 
shown have been determined on the basis of 
the system of accounting consistently em- 
ployed by the company, which system ac- 
cords with accepted accounting practices.’ 
Dividends on treasury shares are included 
in income on this statement, which seems at 
variance with accepted accounting practices. 

In concluding, the committee stated 
its opinion that the following procedures 
would make it less difficult for the av- 
erage stockholder to analyze financial 
statements : 

“1. Comparative balance-sheets as at the 
close of the current fiscal year and at least 
the previous year. 

“2. Comparative income accounts for at 
least two fiseal periods. 

“3. Analysis of all surplus accounts. 

“4. Fuller and clearer details of income 
and expenses. 

“5. Full explanation of all changes in 
outstanding capital stock or treasury stock. 

“6. More complete explanations of major 
items included on the balance-sheets, and 
stating these major items separately rather 
than combining them with several other 
items of relatively small amounts. By doing 
this we may eliminate the use of the term 
Sete’ 

“7. In the case of capital surplus ac- 
counts, to state fully just what they repre- 
sent. 

“8. The rendering of complete, clear and 
understandable financial statements would 
make it unnecessary to use the larger por- 
tion of the president’s letter as a sort of 
footnote which must be constantly referred 
to in order to understand many of the items. 
Nor is it very helpful to the reader of re- 
ports to have to refer constantly to the 


16 


Bulletin of American Institute of Accountants 


auditor’s certificate for explanation of items 
which could readily have been clearly ex- 
plained on the financial statement itself. 

“9, Break-down of inventories into im- 
portant subdivisions, such as: Raw materials, 
manufacturing supplies, work-in-process, etc. 

“10. In the case of reports containing 
consolidated financial statements, to include 
a complete list of the subsidiaries, the state 
in which incorporated, the nature of their 
business, and the percentage of control by 
the parent company.” 


INDEPENDENT AUDITS OF COLLEGES 
AND UNIVERSITIES 


In an attempt to determine to what 
extent colleges and universities avail 
themselves of professional services, in- 
cluding those of independent public ac- 
countants, the financial advisory service 
of the American Council on Education 
recently requested information of 197 
endowed and publicly controlled institu- 
tions, and on the basis of the replies re- 
ceived, has published a summary which 
includes the following paragraphs: 

“In requesting information regarding prac- 
tices in obtaining auditing, accounting, and 
other financial counsel, it was assumed that 
this would refer to problems and situations 
that lie outside the scope of duties of the 
regular staff in the business offices of the 
institutions. . . . 

“Of the 92 endowed institutions, 79, or 86 
per cent., follow the plan of employing an 
outside agency when in need of financial 
counsel and service. In a few of these cases 
the services of the outside agency are ob- 
tained at reduced rates. Three institutions 
employ a firm of accountants which is repre- 
sented by membership on the board, and three 
others obtain the counsel and service neces- 
sary on these problems from members of the 
faculty. One college uses a professionally 
trained member of the board, and another 
uses no counsel or services other than the 
employees in its own business office. Two 
institutions fail to indicate their practices on 
this problem, and in the remaining three 
institutions two or more plans are fol- 
lowed. . . . 

“In the 53 publicly supported institutions 
& governmental official designated by law is 


the most usual source of counsel and service 
in regard to financial problems. The scope 
of this service ordinarily is the audit or su- 
pervision of the accounts. Such an official is 
mentioned as the only source in 59 per cent. 
of these institutions. The plan of using an 
outside agency having no connection with the 
the board is followed in 32 per cent. of the 
eases. In a number of cases the governmen- 
tal official is supplemented by outside agen- 
cies, or by members of the faculty in the 
school of business. 

“Tt is interesting to note that a few insti- 
tutions do not consider it necessary or desira- 
ble to have their accounts and records ex- 
amined by anyone from outside the governing 
board or the business office. One financial 
officer reports that he depends entirely on the 
system of automatic internal check and 
control established through the method of 
organizing the accounting and auditing fune- 
tions of the business office. Regardless of 
how efficiently the work of the business office 
is organized, it seems doubtful that the same 
results can be achieved in this manner as 
would be achieved by an annual audit of the 
books by an independent firm or accountant. 
The president of another institution said that 
no independent audit had been made of the 
accounts of his institution for several years, 
but that this situation was remedied just: as 
quickly as possible after he took office. His 
comments are as follows: ‘It appears to me 
that even privately controlled institutions of 
learning should be public in this respect; that 
is ty say, money affairs should be made 
known to the public.’ ” 


MEASURES OF CAPITAL 
CONSUMPTION 


The National Bureau of Economic Re- 
search has just published a study, by 
Solomon Fabricant, in which capital con- 
sumption in the United States during 
the period 1919-1933 is measured by sta- 
tistical methods. The data used is drawn 
partially from published financial state- 
ments. Mr. Fabricant’s paper contains a 
discussion of the economic significance 
of certain accounting concepts—such as 
capital, depreciation and depletion—and 
the methods of valuation and measure- 
ment used in accounting practice. 
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ACCOUNTANCY AND THE PRESS 


Following are brief excerpts from 
articles mentioning the American Insti- 
tute of Accountants, which have ap- 
peared in the public press during recent 
weeks : 

That the pending Roosevelt tax bill is 
“wholly unsound, complicated and unneces- 
sary,” and strikes at “the medium-sized con- 
cerns and favors the large corporations,” was 
the finding of Robert H. Montgomery, presi- 
dent of the American Institute of Account- 
ants, who addressed the Indiana Association 
of Certified Public Accountants at India- 
napolis this week. 

Montgomery is not a politician. He heads 
the highest body of accountancy in the 
United States and the world. His findings 
are in line with those of Senator Byrd, of 
Virginia, democrat, who voiced the fear in 
the senate that the bill would give preference 
to large corporations already holding large 
surpluses and would penalize small businesses 
which must use their future surpluses for ex- 
pansion and employment purposes. 

The Truth, Elkhart, Ind. 


In the preparation of the system of ac- 
counts for mutual service companies and sub- 
sidiary service companies under the public 
utility holding company act, the securities 
and exchange commission had the codperation 
of a committee of accounting officers of the 
industry and also of the special committee on 
public utility accounting of the American 
Institute of Accountants. These committees 
met with representatives of the commission 
in conferences at which extended discussion 
was had on the various issues involved in 
this undertaking. 

The Herald Tribune, New York 


Credit men of the national were urged to 
use their influence to bring about widespread 
adoption of “natural business years” in an 
address by Charles B. Couchman, past presi- 
dent of the American Institute of Account- 
ants and member of the natural business year 
council, before the annual convention of the 
National Association of Credit Men at Rich- 
mond last night. 

Financial statements, when honestly and 
skilfully prepared, said Mr. Couchman, 


should approach as near to accuracy as is 
allowed by the ability and judgment of those 
responsible for the financial presentation, 
and the greatest degree of accuracy can be 
obtained only in statements prepared as of 
the end of a “natural business year.” Mr. 
Couchman defined a natural business year as 
the period of twelve consecutive months 
which coincides with the annual cycle of 
operations of a particular enterprise. 

The World-Telegram, New York 


Efforts now being made by the United 
States treasury department to achieve a 
greater degree of decentralization of admini- 
stration of federal income-tax laws are 
praised by the committee on federal taxa- 
tion of the American Institute of Account- 
ants as a step toward greater efficiency and 
economy, in the current Bulletin of the In- 
stitute. 

The Sun, New York 


ANNOUNCEMENTS 


Herbert F. French & Co. announce the 
removal of their offices to the eighth floor at 
211 Congress street, Boston. 


Sexton & Seovil announce the removal of 
their Seattle offices to the 1411 Fourth ave- 
nue building. 


Announcement is made that the practices 
of Frederic A. Smith & Co., Francis R. 
Brodie and Tom C. Hansen have been com- 
bined under the firm name of Smith, Brodie 
& Hansen, with offices in the Dwight build- 
ing, Kansas City, Missouri. 


Robert Weisberg and Leo Greenstein an- 
nounce the formation of Weisberg & Green- 
stein, with offices at 67 West 44th street, 
New York. 


Warren E. Banks of Hot Springs, Arkan- 
sas, has been appointed secretary of the Hot 
Springs Civitan Club. 


Spaulding F. Glass, of Washington, D. C., 
a senior member of the technical staff, bureau 
of internal revenue, is at present devoting his 
attention to the settlement of litigated cases 
on the Pacific coast. Mr. Glass is a member 
of the Institute, retired from public practice. 
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ACTIVITIES OF LOCAL SOCIETIES 


ErxHics 


At its recent annual meeting, the 
Washington Society of Certified Public 
Accountants adopted an amendment of 
its by-laws incorporating a ‘‘standard of 
professional conduct.’’ Adherence to the 
standard is made mandatory and proce- 
dure is prescribed for action on com- 
plaints leading to admonishment, sus- 
pension or expulsion in the event charges 
of violation are proven. 


PRIVILEGED COMMUNICATIONS 


A special committee of the California 
State Society of Certified Public Ac- 
countants which has studied the desira- 
bility of statutory provision for privi- 
leged communications between public ac- 
countants and their clients made its re- 
port at the recent annual meeting of the 
society and announced its conclusion 
that only in eases where accountants act 
for clients in tax matters would privi- 
leged communications be advantageous. 
The committee’s report was, in part, as 
follows : 

“Tf accountants have any standing in the 
community, it has been built up on their 
honesty and integrity, theix ability and wil- 
lingness to give all the facis that their in- 
vestigations disclose and their reporting 
them clearly and without regard of how or 
whom they affect. 

“The nature of their engagements is dif- 
ferent from that of the physician or the 
attorney. Where the physician and the at- 
torney represent the patient and the client, 
the accountant plays a more or less dual 
capacity. He represents his client but at 
the same time he must keep in mind the 
fact that he also owes a duty to the public. 

“In tax matters wherein the accountant 
represents his client before the commissioner 
or the board of tax appeals, he acts for his 
client and his services in such a connection 
are very similar to those of an attorney. 

“In most assignments, however, an ac- 
countant acts not as a representative of his 
client but more in the nature of an inde- 
pendent contractor, performing services for 
his client but acting for himself. 

“In the case of attorney and client, the 
communication is not privileged if it is not 


confidential. Applying the same rule to the 
ease of accountant and client, most com- 
munications would be eliminated, for a great 
deal of the information required by the ac- 
countant is not confidential. 

“Since the privilege would be that of 
the client rather than the accountant, any 
benefit to be derived would be the benefit of 
the client and it is the opinion of the com- 
mittee that the privilege generally, if often 
exercised, would tend to destroy the confi- 
dence the public might have in the account- 
ing profession and would work to the detri- 
ment, rather than to the benefit, of the pro- 
fession. 

“Tt is, therefore, the judgment of your. 
committee that, 

“1. Privileged communication in the case 
of tax matters wherein the accountant acts 
for his client would be advantageous. 

“2. In other cases, we believe privileged 
communication would be detrimental rather 
than beneficial to the profession.” 


Co-OPERATION WITH OTHER GROUPS 


During the past year the Los Angeles 
chapter of the California State Society 
of Certified Public Accountants has made 
a particular effort to establish mutually 
advantageous relations with trade and 
professional organizations in fields re- 
lated to accountancy. It collaborated 
recently with four other organizations 
in holding a special meeting for discus- 
sion of social security legislation. These 
were the Petroleum Accountants Society, 
the Los Angeles Credit Men’s Associa- 
tion, Iota chapter of Beta Alpha Psi, and 
the Los Angeles chapter of the National 
Association of Cost Accountants. 

The principal speakers were Arthur 
G. Coons, dean of men and professor of 
economies at Occidental College, C. B. 
Tibbets, Los Angeles industrialist, and 
Joy IL. Leonard, chairman of the depart- 
ment of economies at the University of 
Southern California. The discussion was 
preceded by a dinner. Fred A. Blethen, 
president of the local chapter of the Na- 
tional Association of Cost Accountants, 
was chairman. 
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MEETINGS AND ELECTIONS 


California State Society of Certified Public 

Accountants 

Fresno Chapter 

Date: May 21, 1936, annual meeting. 

Elections: President—George H. Lips. 
Vice-president—George W. Sims. 
Secretary-treasurer—Thomas C. Rober- 
son. 


Directors—Hilliard R. Giffen and Leo 
B. Welch. 


Los Angeles Chapter 

Date: June 8, 1936, annual mecting. 

Elections: President—James K. Gregory. 
Vice-president—Oscar Moss. 
Secretary-treasurer—A. R. Cooper. 
Directors—Thornton G. Douglas and 
William E. Ware. 


San Francisco Chapter 

Date: June 8, 1936, annual meeting. 

Elections: President—Robert Buchanan. 
Vice-president—Robert M. Gane. 
Secretary-treasurer—B. W. Bours. 
Directors—Cloyd O. Dawson, Edwin C. 
Nelson, L. H. Penny, D. A. Sargent, O. 
J. E. Sonnenberg and Seldon M. Wilson. 


Florida Institute of Accountants 
Jacksonville Chapter 

Date: July 2, 1936. 

Subject: “Revenue act of 1936.” 


Minnesota Society of Certified Public 
Accountants 

Date: June 30, 1936. 

Place: Minneapolis. 

Program: Installation of officers. 


New Hampshire Society of Certified Public 

Accountants 

Date: June 28, 1936, annual summer meeting. 

Place: Kittery. 

_ Elections: President—J. Ben Hart, of Man- 
chester. 


Vice-president—Hiram B. Haskell, of 


Manchester. 

Seeretary and treasurer—Robert M. 
Bruce, of Portsmouth. 
Directors—Arthur W. Johnson, of Dur- 
ham, and Clarence I. Drayton, of Man- 
chester. 


New York State Society of Certified Public 
Accountants 


Date: June 26-27, 1936, regional chapter 
conference. 

Place: Skaneateles. 

Speakers: Frank J. Maguire, attorney, of 
Buffalo, “Ancient and modern trends in 
taxation.” 

Walter A. Staub, of New York, “Pend- 
ing revenue legislation.” 

Seth T. Cole, deputy commissioner and 
counsel of the New York state depart- 
ment of taxation and finance, “The fune- 
tion of the law bureau in the admini- 
stration of the tax laws in New York 
state.” 

Charles Lee Raper, dean of the schoo! 
of business administration, University 
of Syracuse, “The trend of federal and 
state control of transportation carriers.” 
Horace §. Johnston, banker, of Roch- 
ester, “How the banker looks at credit 
applications.” 


Pennsylvania Institute of Certified Public 

Accountants 

Scranton Chapter 

Date: May 26, 1936, annual meeting. 

Elections: Chairman—J. Donald Notman. 
Vice-chairman—F. H. Wills. 
Seeretary—Earl Herbert. 
Treasurer—W. D. Stowe. 


Member of advisory council—W. F. 
Dobson. 


Tennessee Society of Certified Public 
Accountants 

Chattanooga Chapter 

Date: July 22, 1936, annual meeting. 


Elections: President—Hoskins VanHooser. 
Vice-president—John I. Foster. 
Secretary-treasurer—Clifford D. Buffon. 


Utah Association of Certified Public 
Accountants . 


Date: July 22, 1936. 


Speaker: George P. Ellis, of Chicago, “The 


American Society of Certified Public Ac- 
countants and the American Institute of 
Accountants.” 
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